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Hereafter * * * no State member bank,
without the approval of the Board of Gov-
ernors of the Federal Reserve System, shall
(1) invest in bank premises, or in the stock,
bonds, debentures, or other such obligations
of any corporation holding the premises of
such bank or (2) make loans to or upon the
security of the stock of any such corpora-
tion, if the aggregate of all such investments
and loans, together with the amount of any
indebtedness incurred by any such corpora-
tion which is an affiliate of the bank, as de-
fined in section 2 of the Banking Act of 1933,
as amended [12 U.S.C. 221a], will exceed the
amount of the capital stock of such banks.

(c) A corporation that is owned by a
holding company is an ‘‘affiliate of
each of the holding company’s major-
ity-owned banks as that term is de-
fined in said section 2. Therefore, under
the explicit provisions of section 24A,
each State member bank, any part of
whose premises is owned by such an af-
filiate, must include the affiliate’s
total indebtedness in determining
whether a proposed premises invest-
ment by the bank would cause the ag-
gregate figure to exceed the amount of
the bank’s capital stock, so that the
Board’s prior approval would be re-
quired. Where the affiliate holds the
premises of a number of the holding
company’s banks, the amount of the af-
filiate’s indebtedness may be so large
that Board approval is required for
every proposed investment in bank
premises by each majority-owned State
member bank, to which the entire in-
debtedness of the affiliate is required
to be attributed. The Board believes
that, in these circumstances, individ-
ual approvals are not essential to effec-
tuate the purpose of section 24A, which
is to safeguard the soundness and li-
quidity of member banks, and that the
protection sought by Congress can be
achieved by a suitably circumscribed
general approval.

(d) Accordingly the Board hereby
grants general approval for any invest-
ment or loan (as described in section
24A) by any State member bank, the
majority of the stock of which is owned
by a registered bank holding company,
if the proposed investment or loan will
not cause either (1) all such invest-
ments and loans by the member bank
(together with the indebtedness of any
bank premises subsidiary thereof) to
exceed 100 percent of the bank’s capital

stock, or (2) the aggregate of such in-
vestments and loans by all of the hold-
ing company’s subsidiary banks (to-
gether with the indebtedness of any
bank premises affiliates thereof) to ex-
ceed 100 percent of the aggregate cap-
ital stock of said banks.

(12 U.S.C. 221a, 371d)

§ 250.220 Whether member bank acting
as trustee is prohibited by section
20 of the Banking Act of 1933 from
acquiring majority of shares of mu-
tual fund.

(a) The Board recently considered
whether section 20 of the Banking Act
of 1933 (12 U.S.C. 377) would prohibit a
member bank, while acting as trustee
of a tax exempt employee benefit trust
or trusts, from, under the following cir-
cumstances, acquiring a majority of
the shares of an open-end investment
company (‘‘Fund’’) registered under the
Investment Company Act of 1940, or
more than 50 percent of the number of
Fund’s shares voted at the preceding
election of directors of the Fund.

(b) The bank has acted as trustee,
since December 1963, pursuant to a
trust agreement with a county medical
society to administer its group retire-
ment program, under which individual
members of the society could partici-
pate in accordance with the provisions
of the Self-Employed Individuals Tax
Retirement Act of 1962 (commonly re-
ferred to as ‘‘H.R. 10’’).

(c) Under the trust agreement as
presently constituted, each employer,
who is a participating member of the
medical society, directs the bank to in-
vest his contributions to the retire-
ment plan in such proportions as he
may elect in insurance or annuity con-
tracts or in a diversified portfolio of se-
curities and other property. The diver-
sified portfolio held by the bank is in-
vested and administered by the bank
solely at the direction of a committee
of the medical society.

(d) It has now been proposed that the
trust agreement be amended to provide
that all investments constituting the
trust fund, apart from insurance and
annuity contracts, will be made exclu-
sively in shares of a single open-end in-
vestment company to be named in the
trust agreement and that the assets
constituting the diversified portfolio
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now held by the bank, as trustee, will
be exchanged for the Fund’s shares.
The bank will, in addition to holding
the shares of the Fund, allocate income
and dividends to the accounts of the
various participants in the retirement
program, invest and reinvest income
and dividends, and perform other min-
isterial functions.

(e) In addition, it is proposed to
amend the trust agreement so that vot-
ing of the shares held by the bank as
trustee will be controlled exclusively
by the participants. Under the pro-
posed amendment, the bank will sign
all proxies prior to mailing them to the
participants,

it being intended that the Participant(s)
shall vote the proxies notwithstanding the
fact that the Trustee is the owner of the
shares * * *.

(f) The bank believes that amend-
ments are now under consideration
that will also require investment of the
assets of these plans exclusively in the
Fund’s shares. Accordingly, the bank
may eventually own the Fund’s shares
in several separate trust accounts and
in an aggregate amount equal to a ma-
jority of the Fund’s shares.

(g) Section 20 of the Banking Act of
1933 provides in relevant part that

no member bank shall be affiliated in any
manner described in section 2(b) hereof with
any corporation * * * engaged principally in
the issue, flotation, underwriting, public
sale, or distribution at wholesale or retail or
through syndicate participation of stocks
* * * or other securities: * * *.

(h) Section 2(b) defines the term affil-
iate to include

any corporation, business trust, associa-
tion or other similar organization (1) Of
which a member bank, directly or indirectly,
owns or controls either a majority of the
voting shares or more than 50 per centum of
the number of shares voted for the election
of its directors, trustees, or other persons ex-
ercising similar functions at the preceding
election, or controls in any manner the elec-
tion of a majority of its directors, trustees,
or other persons exercising similar func-
tions; * * *.

(i) The Board has previously taken
the position, in an interpretation in-
volving the term affiliate under the
Banking Act of 1933, that it would not
require a member bank to obtain and
publish a report of a corporation the

majority of the stock of which is held
by the member bank as executor or
trustee, provided that the member
bank holds such stock subject to con-
trol by a court or by a beneficiary or
other principal and that the member
bank may not lawfully exercise control
of such stock independently of any
order or direction of a court, bene-
ficiary or other principal. 1933 Federal
Reserve Bulletin 651. The rationale of
that interpretation—which was re-
affirmed by the Board in 1957—would
appear to be equally applicable to the
facts in the present case. In the cir-
cumstances, and on the basis of the
Board’s understanding that the bank
will not vote any of Fund’s shares or
control in any manner the election of
any of its directors, trustees, or other
persons exercising similar functions,
the Board has concluded that the situa-
tion in question would not fall within
the purpose or coverage of section 20 of
the Banking Act of 1933 and, therefore,
would not involve a violation of the
statute.

§ 250.221 Issuance and sale of short-
term debt obligations by bank hold-
ing companies.

(a) The opinion of the Board of Gov-
ernors of the Federal Reserve System
has been requested recently with re-
spect to the proposed sale of ‘‘thrift
notes’’ by a bank holding company for
the purpose of supplying capital to its
wholly-owned nonbanking subsidiaries.

(b) The thrift notes would bear the
name of the holding company, which in
the case presented, was substantially
similar to the name of its affiliated
banks. It was proposed that they be
issued in denominations of $50 to $100
and initially be of 12-month or less ma-
turities. There would be no maximum
amount of the issue. Interest rates
would be variable according to money
market conditions but would presum-
ably be at rates somewhat above those
permitted by Regulation Q ceilings.
There would be no guarantee or indem-
nity of the notes by any of the banks in
the holding company system and, if re-
quired to do so, the holding company
would place on the face of the notes a
negative representation that the pur-
chase price was not a deposit, nor an
indirect obligation of banks in the
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